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SUBJECT: Heonomic Outlook in Chile

President Gongalez Videla's arrival in the US on 12 April
comes 8t 2 time vhen his slightly left-of~center coalition govern~
ment faces gerious econonmic problems which could develop into &
political crisis within the next {ew months.

Chile's economic situation deolined graduslly after World
Var IT until nid~1949; since then the drop in the world price
of eopper has seriousiy disrupted the country's economy. Govern-
ment revenues are lower, unemployment hasg increased, exports
end imports have declined, and the coat of living has rigen
approximetely 20 percent, This economie deterioration hag hean
accompanied by increasing strain between labor and manggement
as well as beiveen the povermment and the pecple in general.

In its attenmpt to cope with this sitnation, the Gonzalez
regime has proposed measures deslgned to strengthen the countryts
long=-range economic position rather than to alleviste the
sltuation temporarily. The program, vhich emvisages an increase
in the country's potertial for industrial and sgricultural
production, haag been handiespped by lack of funds. Horeover,
the inevitable delays before the benefits of such a progran counld
be felt and the "susterity" messures necessary to finance even
8 limited program have so inereased popular unrest, particularly
in the renks of labor, that the government, as well as its economic
development program, is seriously threatened.

The February 1950 political erisis has already resulted in a
new coalition with greater leftist representation, thus decreasing tle
prozpeet either for energetic implementation of development projects
or for continued enforcement of austerity measures. loreever, the
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present sltuetion 1s bheeoning more favorable for sxploitation

trr Thile's Gormmunde’ Party, now mwbering aprrosdiniely 25,000,

he sddition of leftists to tho coalitiom has: (1} provided

the Cossmindigte with more frdends in the Cobinet end Conpress;

end (2) incressed presmura for sdopting measures wiieh would give
$Srmediate relief to the weople bubt would not etvensthen the nation'e
over-all coonomio altuation,

The povermment¥s abllity to resist this preesure depends
largely on 1te ebility o railse sulfielent fumds for en Investuent
vaopram, /. drestle rovision of the country's tax structure would
rot only fail to provide the necessary funds al would heve adversc
cffocta on the straterieslily importent copper induntiry ez well as
on other U0 inlerests in the country.

Survival of ihe present pro-U8 regime in Chile thua depends
“imrgely on 1tz suceess 1n obtaining foreipn aid. ‘hore is 1little
yrospect that the Chilesn Coverment will obfein ihe full amourd
it considers necessary, Hecelpts of limited foreimm ald, however,
misht be suffielent to pormit the povernment to sase politicel and
coonomic tonoicns without sorious dotriment Go 1la lowr-range

developmental wropren.

Hithout sach aid, the roverrment is not likely to be able
to resist leftisl prassure for imediste ellevintion of economle
‘fﬁ*ﬁtg. 8g, lergely in Ghe form of subsidles for igher wuges. No-
sig o sueh mwegres would probably result in the formetion
of & More leftist povernment, vhich eould not be expeoted to pursue
whe seme policles as those followed Ly the prescnt ~overnment,
vartieiarly with respect tos (1) mrenting full support to the US
in thHe cold wary {2) backing derveratise forees throughout Latin
Ameriop; and {3; monoting aloser econonmie ties with the US,
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